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OFFICE OF MANAGEMENT AND BUDGET
A ll F ed e ra l ag en c ies  re sp o n s ib le  fo r  a d m in is te r in g  th e  p ro v is io n s  o f  C irc u la r  A-87,
C ost P r in c ip le s  o f  S ta te  and L ocal Governments, and OMB A-128, A u d its  o f  S ta te  and
L ocal Governments, a re  l i s t e d  in  a  re c e n t p u b lic a tio n  from OMB (see th e  1 /6 /86
Fed. Reg., pp. 551-562). T h is  r e v i s e d  l i s t ,  a c c o rd in g  to  OMB, com bines 
assignm ents and makes one F ed e ra l agency re sp o n s ib le  fo r  b o th  req u irem en ts . For 
fu r th e r  in fo rm atio n  c o n ta c t Marvin Saunders a t  202/395-3993.
SECURITIES AND EXCHANGE COMMISSION
Edward H. F leischm an was sworn in  1 /6 /86  a s  a  Comm issioner o f  th e  S e c u r i t ie s  and
Exchange Commission fo llo w in g  12/16/85 Senate c o n firm a tio n  o f  h i s  nom ination  by
P re s id e n t Reagan. W ith h i s  sw earing  in , th e  l a s t  vacancy on th e  SEC was f i l l e d .  
Mr. F leischm an succeeds Former SEC Commissioner James C. Treadway, J r .  During h is  
c o n f i r m a t io n  h e a r in g  b e f o r e  th e  S e n a te  B anking , H ousing and U rban A f f a i r s  
C o m m ittee  ( s e e  th e  1 1 /1 8 /8 5  Wash. R p t. ) , Mr. F le is c h m a n  acknow ledged  th e  
e x i s t e n c e  o f  p ro b le m s  c r e a te d  b y  th e  c i v i l  t r e b l e  dam age s u i t s  f i l e d  a g a in s t  
members o f  th e  f in a n c ia l  community under th e  R acketeering  In flu en ced  and C orrupt 
O rg a n iz a t io n s  A ct (RICO). He s a id  i t  h a s  b een  th e  e x p e r ie n c e  o f  th e  f i n a n c i a l  
s e rv ic e  in d u s try  t h a t  RICO has  been used to  c ircum vent o th e r  s e c u r i t i e s  law s. He 
a ls o  answ ered q u e s tio n s  about th e  SEC a s  an independent, re g u la to ry  agency and 
co rp o ra te  tak eo v ers . Mr. F leischm an ' s te rm  e x p ire s  6 /5 /8 7 .
TREASURY, DEPARTMENT OF
Proposed amendments reg a rd in g  ta x  tre a tm e n t o f  q u a l i f ie d  r e a l  e s t a t e  ag en ts  and
d i r e c t  s e l l e r s ,  em ployer l i a b i l i t y  fo r  income ta x  w ith h o ld in g  and employee S o c ia l 
S e c u r i ty  t a x e s  and in f o r m a t io n  r e p o r t i n g  o f  d i r e c t  s a l e s  and pay m en ts  o f  
re m u n e ra t io n  f o r  s e r v i c e s  h av e  b een  is s u e d  by  th e  IRS (s e e  th e  1 /7 /8 6  Fed. Reg., 
pp. 619-27). S ec tio n s  3508 and 3509 o f  th e  Employment Tax R egu lations r e l a t e  to  
ta x  tre a tm e n t o f  r e a l to r s  and em ployer l i a b i l i t y  fo r  income ta x  w ith h o ld in g  and 
em ployee  S o c ia l  S e c u r i ty  r e s p e c t i v e l y .  S e c t io n s  6041A o f  th e  Incom e Tax 
R e g u la t io n s  r e l a t e s  t o  in f o r m a t io n  r e p o r t i n g  o f  d i r e c t  s a l e s  and p ay m en ts  o f  
re m u n e ra t io n  f o r  s e r v i c e s .  Comments and r e q u e s t s  f o r  a  p u b l ic  h e a r in g  m u st be 
d e liv e re d  o r  m ailed  by 3 /10/86 . For fu r th e r  in fo rm a tio n  c o n ta c t R obert E. Shaw a t  
202/566-3297.
The appointm ent o f  Kevin Dolan, a  form er p a r tn e r  in  th e  In te rn a t io n a l  S e rv ic e s  O ffic e  o f
A rth u r Young and Company, to  A sso c ia te  C h ie f Counsel ( in te rn a tio n a l)  was announced
by th e  IRS on 1 /3 /86 . In  t h i s  p o s i t io n , Dolan w i l l  be re sp o n s ib le  fo r  a l l  m a tte rs  
w ith in  th e  IRS O ffice  o f  C h ief Counsel r e la t in g  to  in te rn a t io n a l  ta x a tio n . Before 
jo in in g  A rthur Young in  1982, Dolan was a s so c ia te d  w ith  th e  law f irm  o f  Groom and 
N orberg . From 1979 t o  1981, h e  w as a  member o f  th e  O f f ic e  o f  I n t e r n a t i o n a l  Tax 
Counsel in  th e  T reasury  D epartm ent. From 1977 to  1979, he was an a tto rn e y  in  th e  
L e g i s l a t i o n  and R e g u la t io n s  D iv is io n  o f  th e  IRS O f f ic e  o f  C h ie f  C o u n se l. From 
1975 to  1976, Dolan was an a t to rn e y  w ith  th e  S e c u r i t ie s  and Exchange Commission. 
D olan r e c e iv e d  h i s  J.D . d e g re e  from  th e  U n iv e r s i ty  o f  M ich ig an  in  1975 and  h i s  
b a c h e lo r 's  degree from th e  U n iv e rs ity  o f  V irg in ia  in  1973. He i s  a  member o f  th e  
D i s t r i c t  o f  Columbia and V irg in ia  b a rs .
TREASURY, DEPARTMENT OF
Approval o r  d e n ia l  o f  in d iv id u a l re q u e s ts  fo r  exem ption from  th e  cu rren cy  re p o r tin g
req u irem en ts  o f  th e  Bank Secrecy A ct w i l l  now be  v e s te d  in  th e  IRS, a s  a  r e s u l t  o f  
a  r e c e n t  d e le g a t io n  o f  t h i s  a u t h o r i t y  from  th e  D ep artm en t o f  th e  T re a s u ry . The 
IRS a l s o  s a id  i t  i s  a u th o r iz e d  t o  b e g in  i n v e s t i g a t i o n s  o f  b an k s and b r o k e r s  o f  
d e a le rs  in  s e c u r i t i e s  fo r  p o s s ib le  c r im in a l v io la t io n s  o f  th e  Bank Secrecy  A ct. 
In  a d d i t i o n ,  th e  IRS now h a s  r e s p o n s i b i l i t y  t o  a s s u r e  t h a t  a l l  b an k s  n o t  now 
exam ined  by  f e d e r a l  bank  s u p e r v is o r y  a g e n c ie s  f o r  s a f e t y  and  so u n d n ess  a r e  i n  
c o m p lia n c e  w i th  th e  c u r re n c y  t r a n s a c t i o n  r e p o r t i n g  re q u ir e m e n ts .  F i l i n g s  o f  
c u r re n c y  t r a n s a c t i o n  r e p o r t s  a lm o s t  t r i p l e d  d u r in g  1985 —  from  an  a v e ra g e  o f  
60,000 p e r month to  more th an  170,000, th e  IRS sa id . E xp lain ing  th e  in c re a se , th e  
IRS c re d ite d  th e  s tro n g  enforcem ent o f  th e  Bank S ecrecy  law s, e s p e c ia l ly  in  some 
w e l l  p u b l i c i z e d  c a s e s  i n  th e  r e c e n t  p a s t .  The IRS w i l l  r e q u e s t  fro m  b an k s  and  
o th e r  f i n a n c i a l  i n s t i t u t i o n s  th e  l i s t  o f  t h e i r  c u s to m e rs  who h a v e  b een  g ra n te d  
exem ption from th e  re p o r tin g  requ irem en ts. I t  w i l l  rev iew  th e se  l i s t s  and d i r e c t  
th e  i n s t i t u t i o n s  to  remove th e  names o f  custom ers w ith  u n accep tab le  exem ptions and 
to  f i l e  cu rrency  t r a n s a c t io n  re p o r ts  on th o se  custom ers.
In  a  r e l a t e d  m a t t e r ,  t h e  IRS announced  t h a t  a  r e v i s e d  Form 4789, C u rre n c y  
T ran sac tio n  R eport, w i l l  become e f f e c t iv e  on 7 /1 /8 6 , fo r  t r a n s a c t io n s  o f  more th an  
$10,000. U n t i l  t h a t  d a te ,  th e  IRS s a id  f i n a n c i a l  i n s t i t u t i o n s  can  c o n t in u e  t o  
f i l e  th e  e x is t in g  Form 4789, which a re  a v a ila b le  from  th e  IRS Forms D is tr ib u t io n  
C enters. F in a n c ia l i n s t i t u t i o n s  can o b ta in  a  copy o f  th e  new ly re v is e d  Form 4789 
fo r  th e  purpose o f  develop ing  i n t e r n a l  p ro c e d u re s  o r  m aking  n e c e s s a ry  co m p u te r  
ch an g es  by  se n d in g  a  r e q u e s t  t o  t h e  IRS D ata  C e n te r ,  A ttn :  C u rre n c y  and  B anking 
R eport D iv is io n , 1300 John C. Lodge Freeway, D e tro it ,  MI 48226.
SPECIAL: THE PROFESSION'S CHALLENGES AND RESPONSE  IN 1906
"The p ro fe s s io n  h as  done commendably w e ll in  m eeting th e  c h a llen g e s  o f  o u r tim es , b u t
th e re  i s  much t o  do," acco rd ing  to  a  co n c lu sio n  exp ressed  by th e  Honorable AA.
Sommer, J r . ,  V ice  C hairm an , P u b l ic  O v e rs ig h t  B oard in  an  a d d re s s  b e f o r e  
a p p ro x im a te ly  550 p a r t i c i p a n t s  a t  th e  AICPA's T h i r t e e n th  A nnual N a t io n a l  
Conference on C urren t SEC Developments in  W ashington, D.C. on 1 /7 /8 6 . Mr. Sommer 
began h i s  rem arks by t r a c in g  th e  re c e n t h i s to r y  o f  th e  p ro fe s s io n 's  concerns back 
t o  th e  m id - s e v e n t ie s ,  to u c h in g  on c e r t a i n  s i m i l a r i t i e s  and d i f f e r e n c e s ,  
e s p e c ia l ly  n o tin g  t h a t  "the  economics o f  th e  p ro fe s s io n  have changed; th e  s e l f  
r e g u la to r y  s t r u c t u r e  o f  th e  p r o f e s s i o n  h a s  changed  r a d i c a l l y ;  l i t i g a t i o n  h a s  
exploded...." Sommer s ta te d  t h a t  th e  p ro fe s s io n  should  engage in  an  " in s ig h tfu l  
i d e n t i f i c a t i o n  o f  w h e re in  th e  a c c o u n tin g  p r o f e s s i o n  f a l l s  s h o r t  o f  p u b l i c  
e x p e c ta t io n  and a  c r e a t i v e  f a s h io n in g  o f  m eans t o  b r in g  e x p e c ta t io n s  and 
perform ance in to  congruence." Sommer s ta te d  h i s  b e l i e f  t h a t  th e  p ro fe s s io n  has 
i n i t i a t e d  e f f o r t s ,  b e g in n in g  from  a  " s t ro n g  b a se ."  He c o n t in u e d :  " . . . . th e  p e e r  
rev iew  program  i s  a  c le a r  success." Sommer th e n  cau tio n ed  th e  p a r t ic ip a n ts  t h a t  
" th e r e  re m a in s  th e  i n e r a d i c a b le  f a c t  t h a t  m is le a d in g  f in a n c ia l  s ta te m e n ts  a re  
p u b lish ed  and r e l i e d  upon by in v e s to rs , c r e d i to r s ,  and o th e rs , and t h a t  some o f  
th o s e  s t a t e m e n ts  h av e  a f f i x e d  t o  them  o p in io n s  o f  a u d i t o r s  t h a t  a r e  w rong."
Sommer a ls o  s ta te d  t h a t  " th e  tim e  h as  come—and th e  p ro fe s s io n  knows t h i s — 
f o r  th e  a u d i to r  t o  a s s u r e  g r e a t e r  r e s p o n s i b i l i t y  f o r  t h e  d e t e c t i o n  o f  f r a u d " . 
Acknowledging an SEC P r a c tic e  S ec tio n  m o d if ic a tio n  o f  second p a r tn e r  rev iew , Mr. 
Sommer sa id : " I t  h as long seemed to  me t h a t  th e re  i s  no p rocedure  h o ld in g  g re a te r  
prom ise o f  low ering  th e  in c id en ce  o f  a u d i t  f a i l u r e  th an  th e  second p a r tn e r  rev iew  
c o n sc ie n tio u s ly  and com peten tly  done." He concluded h i s  rem arks by  s ta t in g  t h a t  
th e  g o a ls  o f  th e  P u b l ic  O v e rs ig h t  B oard  and th e  p r o f e s s i o n  w ere  th e  sam e: " to  
a ssu re  th e  h ig h e s t  q u a l i ty  o f  a u d it  s e rv ic e s  a t ta in a b le  in  ou r so c ie ty ."
SPECIAL: DRAFT OF FINANCIAL FRAUD COMMISSION REPORT DUE BY NOVEMBER
The d r a f t  r e p o r t  o f  th e  N a tio n a l Commission on F r a u d u le n t  F in a n c ia l  R e p o r t in g , w i l l
l i k e l y  be  a v a i l a b l e  to  th e  p u b l ic  in  November o f  t h i s  y e a r ,  a c c o rd in g  to  
Commission Chairman and form er SEC Commissioner th e  Honorable James C. Treadway, 
J r .  i n  an  a d d re s s  b e f o r e  th e  AICPA's SEC C u r re n t  D ev elopm en ts  C o n fe re n ce  on 
1 /8 /8 6 . T readw ay s t a t e d  t h a t  h e  e x p e c te d  th e  d r a f t  r e p o r t  to  be re a d y  by  
N ovem ber, t o  b e  fo l lo w e d  b y  a  3 -m onth p e r io d  f o r  p u b l i c  com m ents. He th e n  
suggested  th a t  app rox im ate ly  an o th er th re e  months would be re q u ire d  to  co n sid e r 
th e  com m ents and w r i t e  th e  f i n a l  r e p o r t  to g e th e r  w i th  re co m m en d a tio n s . A reas 
under c o n s id e ra tio n  by th e  Commission, whose members a re  c h a ra c te r iz e d  by Treadway 
as  "ag g ress iv e  and independent", in c lu d e  th e  d e te rre n c e  o f  management frau d  w ith  a 
focus on m o d if ic a tio n  o f  reco rd s  which leads to  d e fe c tiv e  f in a n c ia l  s ta te m e n ts .  
M anagem ent f r a u d , a c c o rd in g  t o  T readw ay, c o u ld  in v o lv e  i n t e n t i o n a l  a c t s  by 
m anagem ent o r  r e c k l e s s  c o n d u c t. The e f f e c t i v e n e s s  o f  r e g u la to r y  and law  
e n fo rc e m e n t a g e n c ie s  w i l l  a l s o  be  exam ined . T h is  w i l l  encom pass, b u t  n o t  be 
l i m i t e d  to ,  c u r r e n t l y  a v a i l a b l e  s a n c t io n s  and  th e  r o l e  and  e f f e c t i v e n e s s  o f  
r e la te d  s e l f - r e g u la to r y  o rg a n iz a tio n s .
O th e r  a r e a s  o f  in q u i r y  w i l l  in c lu d e  c o r p o r a te  g o v e rn a n ce , th e  r o l e  o f  
in te r n a l  and e x te rn a l  a u d ito rs , and a  s e le c t iv e  look a t  some a u d itin g  s tan d ard s . 
Treadway s ta te d  t h a t  th e  Commission would n o t p ro se cu te  o r  in v e s t ig a te  any one 
company o r  p e rs o n ; n o t  s e t  a c c o u n tin g  s ta n d a r d s ;  n o t  d r a f t  l e g i s l a t i o n  o r  
re g u la tio n s . As to  w hat have been th e  "big s u rp r is e s"  s in ce  th e  c re a t io n  o f  th e  
C om m ission , T readw ay s t a t e d  t h a t  C om m ission  m em bers a r e  v e ry  i n t e r e s t e d  in  
c o rp o ra te  codes o f  conduct and seem l ik e ly  to  make a f f i r m a t iv e  recom m endations in  
t h i s  a rea . He a ls o  s ta te d  t h a t  th e  Commission i s  very  in te r e s te d  in  th e  ro le  o f  
in te r n a l  a u d itin g , su g g estin g  perhaps a  m andatory expanded ro le  fo r  th e  in te r n a l  
a u d i t o r  u n d e r  c e r t a i n  c i r c u m s ta n c e s .  T readw ay c o n c lu d e d  by  s t a t i n g  t h a t  th e  
Commission was d e a lin g  w ith  is su e s  t h a t  w ere c o n tro v e rs ia l  and s e n s i t iv e  and th e  
m ost d i f f i c u l t  t a s k  i t  f a c e s  was t o  i s s u e  a  new r e p o r t  w h ich  was d i r e c ta n d  un­
eq u iv o ca l.
F o r  f u r t h e r  i n f o r m a t io n  c o n t a c t  G in a  R o s a s c o , S h i r l e y  H od gson , o r  N ic k  N i c h o l s  a t  
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